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INTRODUCTION 





Trade is a big, round stone ex- 
changed for a suckling pig and a 
dozen fish. 

A small bag of gold coins of- 
fered for a share of the cargo of a 
clipper ship from China. 

A letter of credit to a bank in 
Zurich to permit wholesale pur- 
chase of watch movements. 

An oil pipeline across the Ara- 
bian desert to the sea. 

Trade in every age and every 
land is people exchanging some- 
thing they have for something 
they want. 

For most nations since the be- 
ginning of history, trade has been 
a necessity. For all nations trade 
permits people to become more 
productive through specialization 
and to buy a wider variety of 
goods at lower prices. Nations 
which have tried to be too self- 
sufficient have had to settle for 
lower standards of living for their 
people. 

For the United States today 
trade is vital. Our nearly $2 tril- 
lion economy consumes vast 
quantities of imported raw mate- 
rials; to obtain them we export 
equally vast quantities of com- 
modities from our own farms and 
factories. Millions of American 
jobs are created by our world 
trade; millions of jobs throughout 
the world are created because 
of the needs of the American 


market. 

Trade often forms a bridge be- 
tween countries in different polit- 
ical worlds, for example, be- 
tween capitalist and Communist 
countries, and between countries 
of different economic status— 


such as developed and develop- 
ing countries. 

Total value of world trade is 
now about a trillion dollars per 
year. U.S. imports and exports 
are valued at nearly $270 billion 
annually, compared with $35 bil- 
lion in 1960. 

When the United States has a 
large trade surplus, the relation- 
ship between exports and im- 
ports attracts little attention. 
However, when imports begin to 
exceed exports, many Americans 
become disturbed; many fear for 
their jobs. 

All countries must struggle with 
the problem of determining how 
far liberalized trade policies can 
be pushed without endangering 
the national economy. The issue 
is how the United States, or any 
country, can enjoy the benefits of 
world trade—jobs for exporters 
and importers and lower prices 
for consumers—while maintain- 
ing a degree of legitimate protec- 
tion for vital industries and pro- 
viding viable alternatives for 
workers displaced by imports. 
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The Flying Cloud, one of the fast clipper ships that established America in the 19th Century tea trade 








HISTORY 





After the American colonies won inde- 
pendence. the first U.S. ministers to 
Europe—John Adams to Great Britain 
and Thomas Jefferson to France—put 
more time into trade expansion than 
any other single activity. They worked 
hard to get better markets for American 
foodstuffs, whale oil, and whale oil 
candles. They negotiated to end dis- 
crimination against U.S. products in 
foreign markets and to reduce trade 
barriers on a reciprocal basis. 


Long-Range Change in Foreign 
Policy 


Colonial Days. Even before 1790. 
American ships sailed to China to trade 
furs for teas, spices, and silks. Without 
industry, the young ““*have-not”™” nation 
followed the classic pattern of develop- 
ing countries: manufactured goods 
were imported from Europe and paid 
for by exports of farm products and raw 
materials. A modest tariff of about 5 
percent was regarded chiefly as a 
source of general revenue. 

The 1800's. Partly to encourage 
Struggling young industries, import 
duties gradually were increased to 
}2-1/2 percent by the outbreak of the 
War of 1812. The prohibitive cost of 
that contlict to the new nation brought 
a doubling of tariff rates. These high 
duties also provided a taste of protec- 
tionism. Industries most vulnerable to 
foreign competition sought even higher 
rates on a greater variety of products. 
By I828. to the satisfaction of New 
England textile manufacturers, the 
“tariff of abominations” established 
almost prohibitive duties on woolen 
and cotton goods. Its effectiveness was 
reflected in the growth in the number 
of U.S. cotton textile factories to 1.200 
by 1840. 

But growers of cotton, tobacco, and 
rice feared that high duties would kill 
their profitable sales to England— 
worth about $25 million annually. in 
contrast with imports of British goods 
valued at $15 million 

During the next half century, tariff 
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Foreign goods unloaded in New York City in 1828, the year Congress passed the 


Tariff of Abominations.’ 


rates seesawed as one group or another 
gained influence in Congress. Action to 
raise or lower duties was also swayed 
by the condition of federal revenues. In 
good times, when tariff receipts ex- 
ceeded fiscal needs. those favoring 
tariffs for revenue only—meaning 
lower rates—prevailed. In hard times. 
when imports shrank and customs col- 
lections decreased, protectionists were 
joined by others in an effective cry for 
higher duties as necessary and benefi- 
cial to the nation 

1890 to 1920. America’s explosive 
industrial development from 1890 on- 
ward was attributed by protectionists to 
the benefits of high tariffs, and by 
those favoring lower tariffs to the coun- 


trys abundance of natural resources. 
As the United States prospered and 
Treasury surpluses grew,' sentiment 
developed for lower tariffs. Early in 
the new century, both major political 
parties declared themselves in favor of 
tariff revision, but efforts achieved lit- 
tle success. With the Tariff Act of 
1897, protective rates reached a new 


' Until the end of the 19th century, customs 
receipts accounted for about one-half of all 
U.S. Government revenues. By the outbreak of 
World War II, the share had fallen to about 6 
percent of all federal receipts and now is down 
to about | percept 
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maximum, averaging 57 percent. Com- 
plex changes in 1909 brought little ap- 
parent improvement. In 1913 President 
Wilson called a special session of the 
Congress to enact a tariff **for revenue 
only.’* Estimated rates were lowered 
from a 1912 level of about 40 percent 
to 29 percent. 

After World War I. The war pre- 
vented a fair test of the lower rates. At 
its end, a surge of protectionist senti- 
ment drove tariffs up again. The post- 
war round of tariff lawmaking started 
as an effort to give greater protection to 
depressed farm prices, but manufactur- 
ers succeeded in including many of 
their products. The result was the 
Hawley-Smoot Tariff of 1930. one of 
the highest in U.S. history. This tariff 
signaled an outburst of tariff-making 
activity around the world, partly by 
way of reprisal. 

In the depression which overtook the 
world in the 1930°s, economic activity 
stagnated. Great Britain abandoned the 
gold standard, currencies were de- 
valued, the international credit struc- 
ture collapsed, factory output declined. 
and world trade all but vanished. These 
factors were part cause and part effect. 
Tariff warfare fed on itself. Import 
quotas, prohibitions. licensing. and 
barter arrangements became wide- 
spread. 

By 1932 world trade, including that 
of the United States, had sunk to about 
one-third of the 1929 level. 

Reciprocal Trade Agreements Act 
of 1934. The disastrous spiral of trade 
restrictions gave dramatic evidence that 
the world economy its interdependent 
and that unilateral tariff actions on a 
grand scale are self-defeating. Under 
President Franklin D. Roosevelt, a 
landmark in U.S. foreign economic 
policy was achieved with the passage 
of the Reciprocal Trade Agreements 
Act of 1934, the beginning of a 
worldwide movement for reduction of 
tariffs and other trade barriers. Under 
this act, the President was given au- 
thority to negotiate reciprocal trade 
agreements with individual countries. 


~~ 








Reciprocity is the key word. Conces- 
sions or tariff cuts were to be given to a 
foreign country on/y in return for con- 
cessions for the United States. The 
provisions of the act empowered the 
President to negotiate reductions of 
duties by as much as 50 percent. 

By 1939. U.S. foreign trade as a 
whole had risen 30 percent, and the 
gain with countries which had signed 
trade agreements was nearly 60 per- 
cent. 

The Reciprocal Trade Agreements 
Act was renewed |! times, and in the 
process Congress granted authority to 
the President to negotiate additional 
tariff reductions beyond the original 50 
percent limitation. From 1934 to 1961, 
the value of American international 
trade increased 15-fold as the economy 
grew, and average U.S. tariffs on duti- 
able goods dropped from 46.7 percent 
to 12 percent. During this 27-year 
span, the United States conducted 
tariff-reducing negotiations with 54 
countries. 


The GATT 


In 1947, as part of an effort to ease 
critical post-World War II economic 
conditions, the United States played a 
major role in inviting 22 other trading 
nations to Geneva to establish the Gen- 
eral Agreement on Tariffs and Trade 
(GATT). 

GATT represented a break from pre- 
vious time-consuming trade negotia- 
tons invelving one country at a time. It 
enabled the United States to bargain 
simultaneously with all other participat- 
ing countries, and concessions agreed 
upon by individual negotiating teams 
were extended to all. This arrangement 
is knawn as Most Favored Nation 
treatment (MFN). Thus, during the 
1947 round of GATT talks, the United 
States concluded exchanges of tariff 
concessions with 22 countries in less 
than 7 months. (In the previous 13 
years we had obtained bilateral agree- 
ments with 29 countries.) Six rounds of 
intergovernmental tariff talks were held 
under GATT auspices from 1947 


through 1967, and a seventh is now 
underway. 

To protect tariff concessions from 
nullification by other trade barriers, 
GATT members developed a code of 
practical rules for fair trading in inter- 
national commerce. GATT also pro- 
vides an international meeting ground 
for negotiating tariff reductions, re- 
moving of import restrictions, resolv- 
ing trade disputes, and promoting trade 
liberalization. 

Since its establishment, GATT has 
played a major role in the progressive 
liberalization of world trade. The 





IN DEPRESSION BARTER 
PIGS PAID FOR WOOD 
in the early 1930's. when normal means 
of payment broke down. many countries 
resorted to barter arrangements. For 
example 

@ 29.000 Hungarian pigs were paid 
for with 20.000 wagonloads of Czecho- 
Slovakian firewood 


@ Hungarian eggs were paid for with 

zechoslovakian facilities for Hunga- 
nan tourists 

@ The Brazilian Government and a 
private US. company exchanged 1.3 
million sacks of coffee for 25 million 
bushels of wheat 

@ Turkish and Greek tobacco were 
exchanged for Austrian and Swedish 
merchandise 


number of participating nations has 
grown from 23 to 84, and 21 others are 
associated with it. 


The Kennedy Round 


With the increasing complexity of the 
world economy, rapid expansion of 
trade, and the growth of regional trad- 
ing blocks—especially the European 
Economic Community—new ap- 
proaches to trade negotiations were 
needed. In particular, U.S. exporters 
needed better access to the European 
market. 


The Trade Expansion Act of 1962, 
designed to meet these needs, au- 
thorized negotiation of a linear cut by 
all participants on all products, except 
those specifically excluded, rather than 
commodity-by-commodity negotia- 
tions. It authorized tariff cuts of 50 
percent across-the-board and, in some 
cases, reductions of up to 100 percent. 

The negotiations known as the Ken- 
nedy Round were launched in Geneva 
in May 1964. Fifty-three nations, 
generating about 80 percent of al! 
world trade. participated. In June 
1967, after 3 years of difficult negotia- 
tions, final agreeements were signed 
involving tariff concessions on about 
$40 billion, including U.S. concessions 
or bindings on goods worth about $8.5 
billion and concessions by other na- 
tions covering about the same value of 
U.S. exports. 

Major features of the agreement in- 
cluded: 


© Tariff cuts, averaging 35 percent, 
for all participants, on a broad range of 
industrial goods. The reductions be- 
came fully effective January |, 1972; 


© Tariff concessions on agricuitural 
products; 


@ An accord under which major 
trading countries adopted fair anc open 
procedures against dumping, alorg the 
lines of American practices; and 


@ An agreement by industrialized 
countries to reduce barriers to exports 
from developing countries without re- 
quiring full reciprocity. 


The Trade Act of 1974 


Following the Kennedy Round, a con- 
tinuing effort was mage under the aegis 
of GATT to identify and analyze per- 
sistent trade and tariff problems. !t was 
clear that as tariffs were lowered, non- 
tariff barriers to trade became more 
important. Moreover, adoption of flex- 
ible exchange rates following the 1971 
U.S. devaluation has further di- 
minished the impact of tariffs on the 


























Above inthe good old days of the Iate 19th 
Century. Americans like this Nebraska ‘amily 
had everything. who needed imports”? 


flow of trade. In late 1972 a committee 
was established to prepare for a new 
round of multilateral negotiations with 
the broadest focus to date: * ‘tariffs. 
nontariff barriers and other measures 
which impede or distort international 
trade in both industrial and agricultural 
products.” 

The U.S. mandate for the negotia- 
tions is the Trade Act of 1974 passed 
by Congress. It signaled the United 
States* intention to work with other 
trading nations to profit from the op- 
portunities and confront the challenges 
of international trade. It authorizes the 
President to: 


Below Early mass production techniques made 
the United States a leading industrial nation 
with an interest in world trade Model T Fords 
outside Michigan plant in 1913 


® Negotiate reduction of duties 
above 5 percent by a maximum of 60 
percent and complete elimination of 
existing duties of 5 percent or less 
(e.g.. a 10 percent tariff could be re- 
duced to 4 percent; a 4 vercent or 5 
percent tariff could become zero). In 
percentage terms, this is the most sig- 
nificant tariff reduction authority ever 
granted by Congress 


®@ Enter agreements for the reduc- 
tion, elimination, or harmonization of 
nontariff barriers (NTB). provided that 
implementing legislation is approved 
by both Houses of Congress. | 


®@ Seek agreements to ensure fair and 
equitable access, at reasonable prices, 


to supplies important to the U.S. econ- 
omy. 


® Negotiate improvements in certain 
aspects of GATT. For example. the 
Trade Act permits the United States to 
seek revision of the existing interna- 
tional safeguard procedures. These 
procedures permit temporary trade re- 
Strictions to ease the impact of new im- 
ports on the domestic market. Simi- 
larly. the United States can seek an 
agreed code of conduct on export sub- 
sidies and countervailing duties 


@ Take measures to relieve injury to 
domestic producers caused by imports 
If the U.S. International Trade Com 
mission determines that domestic pro- 
ducers have sustained serious injury. 
the President must act to restrain im 
ports and/or provide adjustment assist- 
ance. unless he or she determines tha: 
such action is contrary to U.S. eco- 
nomic interests 

® Implement a generalized system of 
tariff preferences for the benefit of de- 
veloping countries 


The multilateral trade negotiations 
(MTN) formally began in Geneva in 
February 1975. The negotiations are 
often referred to as the “‘Tokyo 
Round’ because they resulted from a 
1973 meeting in Tokyo of the eco 
nomic ministers of most of the world’s 
nations. With nearly 100 countries par 
ticipating. the negotiations inevitably 
have been complicated. but subsiantia! 
progress has been made. The major 
U.S. objectives are to 


® Create a basis for expanded U.S 
industrial and agricultural exports: 

® Expand the benefits of freer trad 
and reinforce the economic basis for 
stable political relations with other in- 
dustrial countries; 

® Contribute to improved relations 
between the industrial and the develop- 
ing countries; and 

® Reduce the threat to U.S. relations 
with other countries posed by conten- 
tious trade issues 





PATTERNS OF 
U.S. TRADE 
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As American industries have grown, so 
have exports of manufactured goods 
increased. Today they make up 75-80 
percent of U.S. shipments abroad: farm 
products account for the remainder. 

The United States, with only 6 per- 
cent of the world’s population, pro- 
duces about 44 percent of the world’s 
industrial goods. Our factories use 
nearly 3 billion tons of raw materials 
each year. Some of these materials 
either are not found at all in the United 
States or they are in short supply; so 
we import nearly one-fifth of the raw 
materials we consume. 

Although the United States is the 
world’s largest exporter of farm prod- 
ucts, we rely heavily on tropical areas 
for some important items—e.g.. cof- 
fee, tea, cocoa, and bananas. We also 
supplement our domestic supplies with 
imports such as sugar and fish. 

We obtain from developing countries 
other agricultural items such as coconut 
oil, natural rubber, and silk. More and 
more those countries provide us with 
light-manufactured goods in addition to 
food and raw materials. In return, we 
sell them food and light- and heavy- 
manufactured goods. 

U.S. trade with industrialized coun- 
tries generally follows a different pat- 
tern, involving the buying and selling 
of manufactured products. In the 
1920's, world trade in manufactures 
accounted for one-fourth of all World 
trade; today it has risen to 60 percent. 
A key factor stimulating this upsurge 
has been the steady reduction during 
the past 30 years of barriers to trade. 

For example. the United States: 


—Is the leading exporter of aircraft; 
yet we buy aircraft engines from Eng- 
land and wing assemblies from Canada 
made largely from U.S. components; 

—Leads in exports of electronic test 
and measuring instruments; yet other 
industrial countries also have a strong 
performance in nuclear, biomedical, 
and process-control instruments; and 
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—Imports more than $1 billion 
worth of chemical products and exports 
three times that amount. 


How Foreign Trade Affects the 
United States 


The United States is the world’s largest 
trading nation. In 1977, we exported 
$120.2 billion worth of goods and im- 
ported $146.8 billion, both figures rep- 
resenting about 13 percent of the world 
total. Because of the relatively huge 
size of the U.S. economy, nowever. 
foreign trade is a smaller fraction of 
total production and consumption in the 
United States than it is for any other 
non-Communist country. 

The relative importance of foreign 
trade to the United States has been in- 
creasing. This growing interdepend- 
ence with the rest of the world results 
from several factors: 


—U.S. dependence on foreign 
sources for its petroleum needs has in- 
creased sharply, while prices of im- 
ported oil have skyrocketed. U.S. pe- 
troleum imports rose from $4 billion in 
1972 to $42 billion in 1977; 

—The rapid growth of Western 
Europe and Japan has created competi- 
tion for many U.S. products, but also 
provided additional markets for other 
goods, particularly high-technology 
items such as computers and sophisti- 
cated machinery. U.S. exports of 
machinery increased from $13 billion 
in 1972 to $32 billion in 1977; and 

—U.S. agriculture has become an 
important source of production for the 
world. Our adjustment to higher oil 
prices was eased substantially by the 
fact that U.S. agricultural exports were 
also very high during the 1974-76 
period. U.S. agricultural exports rose 
from $9.5 billion in 1972 to $23.7 bil- 
lion in 1976. 

Exports. The $120.2 billion of 
American exports increased from less 
than 4 percent of GNP in 1969 to 7 
percent in 1977. In some sectors of our 
economy, however, exports repre- 


sented a considerably higher percent- 
age of total production; as shown be- 
low: 


Manufacturing Percent 
Medicinals and botanicals 71 
Rice milling equipment 95 
Pulp milling equipment 47 
Primary meta! products 28 
Fertilizers 27 
Aircraft equipment 26 
Sewing machinery 26 
Construction machinery 26 
Agriculture Percent 
Wheat 55 
Hides 55 
Soybeans 51 
Cotton 40 
Sorghum 31 
Tobacco 30 
Rice 27 
Corn 27 


in 1975, 21 percent of all U.S. ag- 
ricultural production was exported. De- 
spite much higher farm wages than in 
other countries, U.S. farmers compete 
successfully in forcign markets because 
of their efficient production methods. 
such as the extensive use of advanced 
agricultural machinery. fertilizer. and 
other technologies. U.S. agricultural 
exports are concentrated in crops which 
lend themselves to production by 
capital-intensive, rather than labor- 
intensive, techniques. Since 1960, ag- 
ricultural productivity has risen 117 
percent, while it increased only 43 per- 
cent in manufacturing and 36 percent in 
the nonfarm private sector. 

Exports are also extremely important 
to certain industrial sectors, especially 
those producing heavy machinery— 


such as locomotives. engines and tur- 
bines, and agricultural implements 
and advanced technology products— 
such as computers and commercial air- 
craft. Wages in U.S. export industries 
are higher than for manufacturing as a 
whole. because manufactured exports. 
like our agricultural exports. are more 
capital-intensive than production in 
general, and labor productivity is 
higher. In other words, the better edu- 
cated U.S. worker. using modern 
equipment and advanced techniques. 
can produce more goods per hour than 
his or her lower paid foreign counier- 
part. Industries facing heavy import 
competition. on the other hand. tend to 
pay lower-than-average wages. Thus. 
expansion of trade with other countries 
tends to benefit U.S. workers over the 
long run by drawing them out of low 
paying industries into high-wage ones 
where our productivity edge offsets 
high wage rates. 

In terms of employment. about 5 
percent of total private sector employ - 
ment is directly or indirectly export 
related. The figures are estimated to be 
13 percent for agriculture and 9 percent 
for manufacturing. Each $1 billion in 
exports supports about 30.000 jobs 
Jobs in export industries support allied 
industries and create additional 
employment. The Department of Labor 
estimates that. on the average. for 
every job directiy involved in produc 
ing items for export. almost one more 
job is involved indirectly. 

Imports. Our high level of exports is 
made possibile in large part by our im 
ports. If the rest of the world could not 
sell to the United States. most coun 
tries would be hard pressed to tind al 
ternative markets for their goods, and 
their foreign earnings would be re- 
duced. Their ability to import from the 
United States would fall, and our ex- 
port industries would suffer. 

Many imports, particularly of raw 
materials, are absolutely essential to 
American industry. Over two-thirds of 
our foreign purchases are for raw mate- 
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rials that we do not or cannot readily 
produce. Automobiles. telephones. 
newspapers. missiles and jet aircraft, 
houschold appliances. and tools and 
machinery are just a few of our man- 
ufactures which depend on imported 
materials 

The 1973 oi! embargo made clear to 
all Americans the importance of im- 
ports to the American economy. This 
dependence extends far beyond petro- 
leum to many other industrial raw ma- 


terials. For example. we import signif- 


cant quantities of 





<a77 
Percent 
Industral Stone 100 
ALaca 100 
Natural rubber 100 
Bauxit 9 
Manganese ore 98 
Bismutt 97 
Conalt 97 
Chromite and chromium alloys RQ 
Ti 56 
Asbesto: 83 
Fluorspar 80 
Nickel 70 
aa 58 
Mercury 57 
Antimony 52 
Cadmum 52 
Petroleum 42 
Iron 33 





Of the $12 billion of agricultural 
commodities we import yearly, about 
43 percent are those not produced in 


the United States or not produced in 
commercial volume. Imports: 


—Keep factories running which 
might be idled or slowed down if im- 
ports of basic raw materials were cut 
off, 

—Give consumers a wider choice of 
goods at competitive prices; and 

—Serve as a “‘tonic’’ for many sec- 
tors of the economy. stimulating efforts 
to increase efficiency, improve quality, 
create new ideas and products, and 
bring about technological change. 


U.S. Relations With industrial 
Nations 


Negotiating with our trading partners to 
reduce or eliminate unnecessary bar- 
riers produces tremendous benefits not 
only for ourselves but also for many 
other nations. The industrial economies 
of the United States. Western Europe. 
Canada, and Japan are deeply linked by 
ties of trade, finance, management, and 
technology; well over half our foreign 
trade is with these countries. Interna- 
tional trade looms even larger in their 
economic well-being than in ours, as is 
shown in the following table: 





Exports and Imports as a Percent of 
GNP for Major Industrial Countries 


($ billions) 

(1976) Exports Imports 
Netherlands 53 50 
West Germany 29 27 
UK 28 30 
Canada 24 24 
Italy (1975°) 24 25 
France (1975°) 20 19 
Japan 14 14 
US 7 7 


*This May impair comparability, as the 
world economy was in a different phase of 
its cycle in 1975 than it was in 1976 





U.S. U.S. 
(1975) Imports Exports 

Food. Beverages 
Tobacco, Oils 
Fats. etc 17.7 105 
Crude Materials 
including Fuel 142 318 
Cnemicais 87 37 
Machinery 457 242 
Other 
Manufactures 166 24 2 
Miscellaneous 32 25 





Canada. About one-fifth of U.S. 
foreign trade is with Canada, our 
largest single trading partner. In 1977. 
we exported $25.7 billion of products 
to Canada and imported $29.4 billion. 
The United States, in turn, takes more 
than two-thirds of Canada’s exports, 
and more than two-thirds of all Cana- 
dian imports come from the United 
States. 

The U.S. and Canadian economies 
complement each other. Canada is a 
source of raw materials for U.S. indus- 
try. especially newsprint, wood pulp. 
crude petroleum, lumber, iron ore, 
nickel, and aluminum. A highly active 
two-way trade takes place in industrial 
products, automotive products in par- 
ticular, and agricultural goods. Trade 
problems are few compared with the 
extent of commerce between our two 
countries. Both countries are com- 
mitted to the friendly resolution of 
those problems that do exist. 

Japan. During the 1960-73 period, 
Japan's economy experienced a re- 
markable GNP growth rate of about 10 
percent yearly, in contrast with about 4 
percent for the United States. Although 
worldwide recession and inflationary 
pressures resulted in considerab!yv 
slower growth in 1974-77, Japan is 
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Production line of computer disk packs each 
-apabie of storing more than 29 millon characters 
f information The United States has exported 
diltions of dollars worth of 
machines 


mouters ano Dusiness 


now our third largest market. account- 
ing for nearly one-tenth ($10.5 billion) 
of U.S. total 1977 exports. As Japan's 
production grew. its purchases of 
foreign goods also grew at a faster pace 
than any other industrial nation. Our 
rate of growth in exports to Japan has 
slowed over the past 2 or 3 years but 
still has averaged more than 20 percent 
since 1971 

Japan imports many types of modern 
machinery from the United States and 
purchases substantial amounts of U.S 
raw materials. After the nine nations of 
the European Economic Community. 
Japan is the largest single buyer of 
farm products. purchasing slightly over 
$3.9 billion worth in 1977 

In the recent past the United States 
has imported more from Japan than it 
exported. This deficit in our bilateral 
trade reached a high in 1977 of $8.1 
billion. On a global basis. Japan also 





has had a record of positive current ac- 
count balances (see Glossary), result- 
ing in some criticism of Japanese 
policies and complaints about the dif- 
ficuities of increasing exports of man- 
ufactured goods to Japan. At the same 
time, increases in Certain exports to the 
United States from Japan have resulted 
in domestic pressures for protection of 
vulnerable sectors. These kinds of 
problems are being addressed not only 
in bilateral consultations but also in the 
Multilateral Trade Negotiations 
(MTN). Despite particular problems. 
both countries realize that it is in their 
interest to keep open and increase the 
flow of trade. 

Western Europe. The United States 
has had a longstanding policy of de- 
veloping a partnership with a stronger 
and more unified Europe 

We have witnessed the economic 
miracle of West European recovery 
from the devastation of World War Il 
One of the important factors in this up- 


surge has been the breaking down of 

trade barriers as a result of the forma 
tion of two regional trading blocs. the 
European Economic Community (EE¢ 
and the European Free Trade Associa 
tion (EFTA) 

European Economic Community 
(Common Market). Next to the United 
States—with our unrestricted interna! 
market of some 220 million people and 
a GNP of nearly $2 trillion—the EE( 
is the world’s largest economic unit 
Six countries-——France. West Germany 
Italy. Belgium. the Netherlands. and 
Luxer »ourg—entered into a treaty ef 
fective or January |. 1958. to establish 
the EEC. Their objective was to poo! 
thetr economies into a customs union 
and achieve full economic unity by 
1970. This was to be accomplished by 
gradually eliminating internai tariffs: 
allowing free movement of goods. cap 
ital. and labor among the member 
countries; and establishing harmonized 
economic policies, including a singt< 
external tariff toward al! other coun 
tries. By July 1. 1968. customs duties 
among the Six had vanished. In 1973 
the EEC expanded to nine members 6) 
adding Denmark. Ireiand. and the 
United Kingdom. Their combined 
population is now 260 million. with a 
GNP of $1.5 trillion. Three more 
countries—Greece. Portugal. and 
Spain—have applied for membership 
but their entry will probably be sub; 
to long transitional arrangements 

In 1977 U.S. exports to the EE¢ 
($26 § billion) represented about 2 
percent of our foreign sales. Imports of 
$22.1 billion resulted in a favorable 
U.S. trade balance of $4.4 billion. The 
nine-nation EEC has been our largest 
market for farm products. amounting to 
well over 86 billion in 1977 and ac 
counting for about 28 percent of our 
total agricultural exports. Although the 
tremendous growth of the EEC market 
presents U.S. exporters with excellent 
opportunities, problems are created for 
U.S. and other third-country businesses 
because competition with products 


~ 
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manufactured within the common tariff 
wall is difficult for outsiders. Our ex- 
porters of farm products face special 
problems because the EEC’s Common 
Agricultural Policy supports certain 
crops produced within the Common 
Market area and protects such produc- 
tion through variable import levies. 
However. our close relationship with 
the Community has enabled us to pre- 
vent such problems from developing 
into major issues, and both sides view 
the MTN as a particularly useful 
mechanism to resolve some of them. 

European Free Trade Association. 
The European Free Trade Association, 
established in 1960, is composed of 
Austria, Finland, Iceland, Norway, 
Portugal. Sweden, and Switzerland. 
EFTA’s purpose is to stimulate a free 
flow of trade among members by 
abolishing internal tariffs and other 
trade barriers. Unlike the EEC’s com- 
mon external tariff, however, members 
are free to maintain individual customs 
duties against third countries. Tariffs 
between members ended on January |. 
1967. Trade among EFTA countries 
has more than doubled since 1960, 
while it has increased by about three- 
quarters with the rest of the world, in- 
cluding the United States. Our exports 
to EFTA in 1977 were valued at $4.1 
billion, and imports at only $2.8 bil- 
lion. 


U.S. Relations With Developing 
Nations 


U.S. trade with the developing coun- 
tries is undergoing significant change. 
Just 10 years ago, U.S. imports from 
those countries were concentrated 
heavily in raw materials and agricul- 
tural products. Since then, manufac- 
tures have been imported in greater 
quantities so that now 27 percent of our 
imports from those countries consist of 
such goods. 

As a group, the developing countries 
are More important to our trade than is 
often realized. Of the $120.2 billion of 
goods we exported in 1977, more than 
$40 billion—about 35 percent—went to 


developing countries, which is more 
than our sales to the EEC and Japan 
combined. We imported about $67 bil- 
lion from developing countries, which 
represents about 46 percent of our total 
purchases. As shown below, individual 
developing countries are among our 
major trade partners. 

Major partners among the developing 
countries (excluding oil producers) in- 
clude Mexico, Brazil, India, South 
Korea, and Taiwan. 

Mexico. As one of our largest trad- 
ing partners, Mexico has bought $5 bil- 
lion of U.S. products each year, largely 
in capital goods while sending us an 
average of $4.0 billion, mostly ag- 
ricultural products. Mexico relies on 
the United States for more than three- 
fifths of its imports and is a valuable 
customer for our goods. Many trade is- 
sues require resolution, however. We 
would like the Mexicans to lower tariff 
and non-tariff barriers. They would 


like us to ease our restrictions on some 
agricultural products and textiles. 

Brazil. Another of our Latin Ameri- 
can neighbors, Brazil, has a rapidly 
growing economy that reiies to a large 
extent on trade. Although the diversifi- 
cation of Brazil’s trade in recent years 
has made it somewhat less dependent 
on the United States, we are still its 
largest customer, importing over $2 
billion in 1977, while we exported $2.5 
billion worth of goods to it in that year. 
Brazi!’s development effort has re- 
quired the purchase of large amounts of 
machinery and §ndustrial raw materials 
from the United States, while much of 
what fills the American coffee cup 
comes from Brazil. Here too are prob- 
lems, but on the whole our trade reija- 
tions are good. 

India. One of the poorest countries 
in the world, India imports large 
amounts of food grains and capital 
goods from the United States. For our 


Major U.S. Trading Partners 
($ billions) 


1977 U.S. Exports 


Canada $25.7 
Japan 10.5 
West Germany 6.0 
United Kingdom 5.4 
Mexico 48 
Netherlands 48 
Saudi Arabia 3.6 
France 3.5 
Venezuela 3.2 
Luxembourg/Belgium 3.1 
Italy 2.8 
Iran 2.7 
Brazil 2.5 
Australia 2.4 
South Korea 2.4 








1977 U.S. Imports 
Canada 

Japan 

West Germany 
Saudi Arabia 
Nigeria 

United Kingdom 
Mexico 
Venezuela 
Libya 

Taiwan 
indonesia 

Italy 

France 

Algeria 

South Korea 
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part, we contribute to India’s develop- 
ment through the purchase of textile 
and leather goods. We are its largest 
trading partner, and traditionally we 
export more than we import. India re- 
cently has taken important steps to re- 
move many import restrictions, which 
will benefit U.S. business. 

Republic of Korea. Trade with 
Korea is increasing. While we continue 
to export grain, cotton, and heavy 
machinery, the development process 
has shifted Korean exports from exclu- 
sive reliance on light manufactures to 
greater emphasis on such items as steel 
and petrochemicals. In recent years, 
the United States has had to impose re- 
straints on imports of various Korean 
products, including steel and mush- 
rooms, while negotiating agreements 
on textiles and footwear. In the case of 
many items—such as footwear, tex- 
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A century of Japanese progress is illustrated in the 
transport of the first Japanese Embassy to the US 
in 1860, and the ultsa-modern transportation 
interchange in Japan. Today, Japan 's the world's 
third leading economic power and a major US 
trading partner 


tiles, and petrochemicals—the Koreans 
point out that their exports require raw 
materials as well as industrial machin- 
ery from the United States. 

Republic of China. U.S. trade with 
Taiwan has been growing steadily. 
with Taiwan consistently exporting 
more than it imports. We are Taiwan's 
major trading partner, accounting for 
almost one-third of its trade. Our main 
exports to Taiwan are feedgrains, cere- 
als, machinery, and transport and other 
heavy equipment; we buy textiles, 
footwear, and electrical and electronics 
equipment. With the substantial growth 
in imports of light-manufactured goods 
from Taiwan in recent years, several 
U.S. industries have requested relief. 
Textile imports are limited by a bilat- 
eral agreement and nonrubber footwear 
is under an Orderly Marketing Agree- 
ment (see Words and Phrases,p.2 5). In 





addition, the Government of the Re- 


public has pledged not to disrupt the 
U.S. market in canned mushrooms 


East-West Trade 


Trade between the industrialized West 
and Communist countries in 1976 was 
$55.2 billion, nearly triple the 1970 
figure. The growth rate has averaged 
about 19 percent a year. Among West- 
ern nations, Germany and Japan are the 
largest traders with Communist coun- 
tries. An important facior in this ex- 
pansion has been the extension of ex- 
port credits by Western banks and gov- 
ernments. Machinery and equipment 
lead Western exports, while raw mate 
rials are the major imports. 

U.S. trade with Communist countries 
is relatively small. In 1977 the total 
two-way trade of $3.8 billion included 
$2.7 billion in U.S. experts and $1. | 
billion in imports. This represented 
over two percent of total U.S. exports. 
but less than one percent of imports 
Demand for U.S. agricultural products 
has been responsible for the recent in- 
crease in exports. The United States 
and other Western countries maintain 
controls on the export of strategic 
goods to the Communist world. 














CURRENT 
U.S. POLICY 


15 





irrigated fields in Utah. Products from one out of 
every four acres harvested in the United States 
are exported 





The United States, as one of the largest 
trading entities in the world, has a spe- 
cial responsibility to insure that its pol- 
icy promotes the continued growth of 
both our own and the world economy. 
This requires the cooperation of other 
large traders, such as the European 
Community and Japan. Expanded U.S. 
trade advances the welfare of the 
American people and serves our broad 
foreign policy objectives. 

For more than three decades, the 
United States has been the principal 
proponent of measures to reduce re- 
Strictions on the international move- 
ment of goods and services. Theory 
and doctrine had little to do with deci- 
sions made to promote the cause of lib- 
eral trade; they were based on a hard- 
headed assessment of national interest 
and a recognition that the policies that 
had failed so miserably in earlier dec- 
ades would, if repeated, fail again. 

At their meeting in London in May 
1977, President Carter and the heads of 
government of other major developed 
countries reaffirmed the continuing re- 
levance of liberal trade policies: 

We will provide strong political leadership 
to expand opportunities for trade to 
Strengthen the open international trading sys- 
tem, which will increase job opportunities. 
We reject protectionism: it would foster un- 
employment increase inflation, and under- 
mine the welfare of our peoples. 


This statement reflects the position 
taken by every U.S. president since the 
Great Depression of the 1930's. 

The principal mechanism for main- 
taining and strengthening this open sys- 
tem has been the General Agreement 
on Tariffs and Trade (GATT) and the 
successive rounds of trade negotiations 
sponsored by it. Launching of the Mul- 
tilateral Trade Negotiations (MTN) 
marks the broadest assault on interna- 
tional trade barriers ever undertaken. 
Their successful conclusion is critical 
to maintain the momentum toward a 
prosperous world economy and a more 
open international trading system. 
Whatever the results of the MTN, the 
continuing evolution of the world 
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economy in response to changing tech- 
nology, growing population, and 
changing human needs will continue to 
pose new challenges for us. 


Basic Issues 


Because of increased dependence on 
higher priced oil imports, the United 
States is experiencing large trade defi- 
cits. Simultaneously, a U.S. economic 
slowdown and high unemployment 
rates have sensitized many Americans 
to the problems that imports may cause 
in particular sectors of our economy. 

Many American groups seek a return 
to import restrictions and protec- 
tionism. Others would expand world 
trade by eliminating or reducing tariffs 
and other impediments to the free flow 
of goods. Of particular concern are 
trade barriers in agricultural com- 
modities. Creation of common markets 
and other regional trading arrange- 
ments brings both opportunities and 
difficulties for U.S. traders. In addi- 
tion, the developing countries have 
special trade problems that cannot be 
neglected. 

Following are some of these issues 
and the problems they pose for those 
planning U.S. international trade pol- 
icy. 

Nontariff Barriers. In spite of the 
accomplishments of previous negotiat- 
ing rounds, world trade still is re- 
stricted in many cases by tariffs and 
nontariff barriers (NTB’s). The latter 
often are entwined with domestic mat- 
ters. They include direct restraints on 
imports (e.g., restrictions on the quan- 
tity of imports), and policies that may 
not seem to be specifically directed 
against foreign trade, yet have impor- 
tant indirect effects on trade flows. 
These may include: 


—Government procurement practices 
giving domestic producers advantages 
over foreigners; 

—Sanitary, safety, and environmen- 
tal regulations which discriminate 


against foreign products or which im- 
pose standards that are unduly restric- 
tive and/or irrelevant to protecting the 
consumer; and 


—Discriminatory tax adjustments on 
imported goods and export subsidies. 


Unlike tariffs, which are easy to 
identify and measure, the effects of 
NTB’s are often difficult to analyze 
and judge. GATT has played a leading 


World Exports by Value 


($ billions) 
1970 1974 
World: Total 312.3 835.5! 
Primary Products 102.6 339.6 
Other 209.7 495.9 
Developing 
Countries: Total 55.2 222.1 
Primary Products 30.7 184.0 
Other 245 38.1 
Developed 
Countries: Total 224.2 542.2 
Primary Products 51.3 130.2 
Other 172.9 4122 


' Total world exports here ($835.5 billion for 
1974) are not equal to total world exports in 
11.B.2. (where they are $764.0 billion) be- 
cause different sources were used for each. 
Neither source contains all the information 
needed for both sections. 


role in efforts to identify such barriers. 
and efforts are now underway in the 
MTN to negotiate codes of conduct for 
governments in some of these areas. 
The MTN is also considering ways of 
reducing quantitative restrictions. 
Commodities.' Commodity trade is 





' In international trade, ‘‘commodities"* refers 
to the unprocessed products of mining and 
agriculture—e.g.. coffee beans, but not coffee in 
the can; wheat, but not flour. An exception is 
sugar, which is shipped after processing. 


an important feature of relations be- 
tween developed and developing coun- 
tries. 

Despite growing industrialization, 
trade in commodities, even excluding 
petroleum and grains, still accounts for 
nearly 45 percent of developing coun- 
try exports. Many developing countries 
depend on exports of only one or two 
products for the bulk of their foreign 
exchange earnings. Commodity price 
changes have been more uncertain in 
recent years, partly because of inflation 
plus synchronization of business cy- 
cles, causing a snowball effect among 
the major industrial countries. The lat- 
ter was a major factor in the 1972-75 
commodity boom/bust—the greatest in 
a generation. As a result, export earn- 
ings of many developing countries fluc- 
tuate widely, with consequent disrup- 
tion to their economies. The successful 
1974 price raising by the oil producing 
countries set an example of united ac- 
tion that many non-oil exporting coun- 
tries would like to emulate. However. 
prospects for successful producer ac- 
tion to control non-oil commodity 
prices are now considered less likely 
than had been predicted earlier. 

The developing countries have pro- 
posed the negotiation of a series of in- 
ternational agreements to regulate trade 
in their major commodity exports so as 
to improve their position in the world 
economy. This proposal for a so-called 
Integrated Program for Commodities 
has led to intensive international con- 
sultations on 18 individual com- 
modities? and also on the need for a 
common funding arrangement to sup- 
port individual commodity agreements. 





> Commodities specified are: bananas, baux 
ite, cocoa, coffee. copper. cotton hard tibers. 
iron ore, jute and jute products, manganese. 
meat, phosphates, rubber. sugar. tea, tropical 
timber. tin, and vegetable oils. Agreements al 
ready exist for cocoa, coffee, and tin (the United 
States participates in the latter two), and we 
completed negotiation of a new sugar agreement 
in October 1977. 
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Cotton-textile manufacturing was the first mature 
industry in the United States 


Consultations on individual com- 
modities began in 1976 and will con- 
tinue through 1978. Two sessions of 
the Negotiating Conference on the 
Common Fund took place in 1977, and 
these talks also are expected to con- 
tinue in 1978. 

The United States recognizes that 
developed and developing countries 
have a mutual interest in formulating a 
sound, cooperative approach to com- 
modity problems. This approach should 
encompass the related issues of 
stabilizing prices and export earnings, 
liberalizing trade, improving market 
structures, and encouraging resource 
development and investment. U.S. pol- 
icy emphasizes a positive and pragma- 
tic approach to commodity issues, in- 
cluding that of a common funding ar- 
rangement. Commodity agreements can 
be useful in handling excessive price 
fluctuations if they are based on objec- 
tive analyses of market conditions and 


do not attempt to raise and keep prices 
above levels justified by supply and 
demand. We are participating actively 
in both the common fund and indi- 
vidual commodity talks and, with other 
industrial countries, put forward a con- 
structive and workable proposal for a 
common fund in the November 
negotiating session. 

It is expected that commodity issues 
will continue to be important subjects 
in the United Nations and other 
forums. The principal bodies concerned 
with these matters are the U.N. Con- 
ference on Trade and Development 
(UNCTAD), the World Bank, the Food 
and Agriculture Organizations, the In- 
ternational Monetary Fund, and indi- 
vidual commodity organizations. Dis- 
cussions in these agencies provide an 
international focus on commodity prob- 
lems, resulting in cooperative actions 
which benefit developing and de- 
veloped countries alike. 

Agricultural Trade. Agricultural 
markets often possess economic charac- 


teristics that differ markedly from other 
types of enterprise. For many agricul- 
tural products, short-run supply and 
demand relationships are relatively un- 
responsive to price changes; thus, farm 
income can vary widely from year to 
year. Uncontrollable factors, especially 
the weather, often can affect produc- 
tion significantly‘ 

A mix of political and social rea- 
sons, as well as a desire to achieve 
some degree of agricultural self- 
sufficiency, often prompts govern- 
ments to adopt policies to assist their 
producers. These policies are aimed at 
insulating domestic markets from world 
markets. In addition to import duties, 
devices commonly used include import 
quotas, variable levies to insure that 
domestic production is competitive 
with imports, support payments to pro- 
ducers, fiscal measures that provide as- 
sistance to exporters, and a two-price 
system under which products sold at 
home are maintained at a certain level 
while exports are marketed at fluctuat- 
ing world market rates. Some govern- 
ments exercise direct control over trade 
in essential commodities, such as 
grain, through state trading boards. 

The United States provides support 
and import protection for a number of 
farm products including wheat and 
dairy and meat products. Because of its 
comparative advantage in most types of 
agriculture, however, the United States 
has much more to gain than to lose in 
further expansion and rationalization of 
world agricultural trade. Agricultural 
exports have contributed s onificantly 
in recent years to the national well- 
being. In 1976, they were valued at 
$22.8 billion, or four times the value 
exported in 1969. The United States 
exports nearly half of the world’s 
wheat, feedgrains, and oilseed prod- 
ucts. 

The United States and many other 
major agricultural countries recognize 
the need to bring greater efficiency to 
their agricultural sectors. U.S. farmers 
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are guaranteed working capital through 
government-backed loans at a floor 
price, and an income-support target 
price intended to provide a degree of 
financial certainty. To avoid price- 
depressing surpluses for certain crops, 
the U.S. Government also can decrease 
acreage under cultivation. 

The European Economic Community 
also provides support prices for its 
farmers and attempts to stabilize con- 
sumer food prices. It has made signifi- 
cant efforts in recent years to 
rationalize its agricultural sector with 
the intent of gradually eliminating 
marginal farming activities. At the 
same time, the EEC’s Common Ag- 
ricultural Policy, through a combina- 
tion of price supports, variable levies, 
and nontariff barriers, insulates its ag- 
ricultural sector from the world market. 

Consumers throughout the world 
benefit from a liberalized agricultural 
trade in the form of greater efficiencies 
in their economies, lower food prices. 
greater security of food supplies, and a 
generally more favorable environment 
for expanded international trade. 

However, a protectionist urge in the 
international agriculture trade is a con- 
stant concern. Countries anxious to 
maintain high employment and/or to re- 
tain scarce foreign exchange to pay for 
high-priority goods may decide to sup- 
port a relatively inefficient domestic 
agricultural sector. In addition, all 
governments have to allow for political 
pressure groups whose concerns may or 
may not reflect the country’s medium- 
and long-term economic, political, and 
social interests. The broadly spread 
economic gains of liberalized trade are 
often seen, rightly or wrongly, as being 
offset by short-term problems encoun- 
tered by some adversely affected 
groups. The costs of higher food 
prices, support prices, and less-than- 
optimal resource allocation often are 
not given due weight in such calcula- 
tions. 

Adjustment to Structural Prob- 
lems. Careful economic analysis and 
long, practical experience show that 


Corn: 


Chemical elements 
and compounds: 


Automotive parts 
and accessories: 


Wheat* 
Soybeans: 
Automobiles: 
Civilian aircraft: 


Coal. coke and 
briquettes: 


Electronic computers. 


parts and accessories: 


Tractors and parts: 


Power machinery and 
Switchgear: 


Telecommunications 
apparatus: 


Textiles other 
than clothing: 


Aircraft parts 
and accessories: 


Professional, scientific 
and controlling 
instruments: 


Internal combustion 
engines, other than 
aircraft: 


Mechanical 
handling equipment: 


Iron and 
steel-mill products: 


TOTAL: 


U.S. Exports of Principal Products to 
Major World Areas, 1976 


(Million U.S. $) 
Total Canada EEC Japan 
5.223 85 1.839 752 
4 408 656 1.497 374 
4213 3,094 157 40 
3.880 0 367 504 
3.315 87 1.548 522 
3,224 2.444 83 76 
3.211 73 509 170 
2.988 760 715 ~=1,032 
2.588 408 1.179 240 
2.222 687 218 R 
2.138 350 317 71 
1.997 272 352 75 
1.970 520 576 58 
1.933 93 512 104 
1,931 368 663 157 
1.928 934 244 30 
1,859 390 316 24 
1,833 571 188 19 
114.997 24109 25.406 


“For marketing year 1976-77. 


LDC's 
713 


1.470 


683 
2.003 
2.589 
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1.778 
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808 
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883 
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1.370 


147 


3,638 
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orovides a net gain for 
the econon ; whole. Consumers 
gain by ha\ reater variety of 
goods at lowe. prices, while export in- 
dustrics and their workers gain through 
increases in production and employ- 
ment 

Over the long term, even those in- 
dustries and workers who compete with 
imports will gain through opportunities 
for expanded employment in higher 
paying yobs. This occurs because trade 
allows countries to specialize in pro- 
ducing goods and providing services in 
which they are most efficient. t.e., the 
principle of ““comparative advantage. ~~ 

Consequently, taking the world as a 
whole, more goods and services are 
produced by each worker, total income 
goes up, and this in turn causes an in- 
creased demand for each country’s 
production. In other words, relatively 
inefficient industries contract and effi- 
cient industries expand, resulting in a 
net increase of production and. hence. 
of income and well-being. 

However. import-competing indus- 
tries and their workers must make cer- 
tain adjustments tn order to secure the 
ultimate benefits of trade. Clearly. ad- 
justment can be painful and. in some 
cases, difficult. Workers in declining 
industries may lack the skills or may be 
too old to move easily into an expand- 
ing industry. Import-competing firms 
may be clustered together in certain 
geographic areas at some distance from 
expanding export industries, making 
movement from one sector to another 
particularly costly. It is understand- 
able. therefore. that import-competing 
industries and their workers tend to feel 
that they are losers rather than gainers 
from trade and that they often espouse 
protectionist policies. 

A trade policy which focuses only on 
social benefits and which ignores or is 
unable to surmount these adjustment 
problems can cause human suffering 
and business stagnation on a local 
level. 

On the other hand. a policy that re- 
sponds to adjustment difficulties by try- 
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Modern textile manufacturing is one of the 


nriiictnecm 


Justrie st sensitive tc foreign competition 


ing to avoid them entirely—by setting 
up high protective tariffs and other bar- 
riers to imports—robs society of the 
gains from trade, perpetuates a static 
economy, and ultimately harms even 
the protected industries. The answer is 
to help ease the adjustment of those 
firms. workers, and communities that 
are directly injured by imports. Since 
society as a whole benefits from trade. 
gainers should be willing to help los- 
ers. 

There are several ways in which this 
can be accomplished. One is to stretch 
the adjustment process over a longer 
period of time, allowing individual 
workers and businesses to move gradu- 
ally into better-paying sectors. Internal 
U.S. legislation and GATT both pro- 
vide for government action to restrain 
imports temporarily when they are in- 


juring or threatening injury to domestic 


production. Negotiations are now under 
way in the MTN to strengthen and im- 
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prove this system of ‘‘safeguards.”° 

Another method is direct government 
aid to the injured parties— ‘adjustment 
assistance. *’ Under Title Il of the 
Trade Act of 1974 the government 
provides income to affected workers 
during the period of dislocation and in- 
creases the incentives for adjustment 
through restraining and relocation pro- 
grams, technical assistance to industry, 
and economic planning grants to com- 
munities. 

Problems of East-West Trade. In 
Western countries, trade is determined 
largely by the commercial decision of 
independent and usually private buyers 
and sellers acting in their own interest. 
By contrast, in the Communist coun- 
tries of Eastern Europe, the People’s 
Republic of China, and the USSR—all 
nonmarket economies—foreign and 
often domestic trade is determined 
largely through state control over the 
production and prices of goods. Trade 
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the USSR and most other nonmarket 
economies are ineligible either for 
most-favored-nation (MFN} tariff 
Status or U.S. Government credits and 
guarantees as long as they fail to meet 
the Act's requirements for freedom of 
emigration. 

Some concern has been expressed as 
to whether it is in our interest to pro- 
vide benefits of trade to countries with 
which we have serious political differ- 
ences. Most observers believe that as 
long as the U.S. Government maintains 
proper oversight to protect essential na- 
tional interests, commercial activity by 
private U.S. firms in Communist coun- 

; | tries will not only bring us economic 
inspection of turbine rotor for steam turbine advantages but may also help to im- 


nerator: more than 20 percent of engines and sa . . 
Ssbines produced in eS are phe ee prove our political relationships with 
these countries. 
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between two such different systems licensing controls over all exports of Trade With Developing Countries. 
gives rise to operational problems in unpublished technology and data and The United States vigorously supports 
addition to any political differences Strategic goods; this system is rein- the idea that increased trade ts a power- 
that may exist. forced by a multilateral coordinating ful force promoting the economic 
Another issue is the degree to which mechanism among NATO members growth of developing countries. Most 
State planners and traders respond to (except Iceland) and Japan. developing countries suffer from high 
commercial factors in their decision- Finally, important noneconomic unemployment, underemployment. 
making. Separation of the domestic concerns affect East-West trade. Under plus low incomes among those 
price structure of a planned economy the provisions of the 1974 Trade Act, eraployed. Yet developing countries 


from the world market makes it dif- 
ficult for planners to calculate true 
economic costs of goods or to deter- 





Many U.S. industries would be destroyed or seriously handicapped 


mine where comparative advantage without imports. For example 
lies. Further, foreign trade is some- industries imports 
times viewed as a residual to broad, Tires (radials. aircraft tires) Natural rubber 


economy-wide investment and produc- 


' ap Paper. paper goods 
tion decisions, so that purchases or stall 9 


printing and publishing Paper base stocks 
sales can vary widely from year to (oulo and newsorint 
year. These considerations have led _ : . 
some in American industry and labor to vlee! Lnrome. manganese and nic 
voice concern that the U.S. economy Electronics and 
could be disrupted by irregular pur- electrical machinery Nickel. cobalt. tungsten and 
chases and/or artificially cheap sales assembied electrical compon 
from nonmarket countries. Various Aluminum Bauxite 
means exist to protect the United States 

Plastics Petroleum for feedstocks 


against these circumstances, including 
the market disruption provisions ot Insulation Asbestos 
Title IV of the 1974 Trade Act and the 


safeguards which we can apply to any Canning Tin 

country. Metal working and machinery Tungsten. nickel. cobalt 
Transfer of Western technology is and manganese 

also an important issue. The United Fertilizer Potash 


States maintains a system of national a a EE SE ER a ee ED 
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typically lack foreign exchange with 
which to buy the capital equipment 

they need to establish the industries 
which could provide jobs. 

Many developing countries seek to 
invrease employment and limit their 
foreign exchange expenditures by es- 
tablishing local industries which will 
reduce the need for imports. However. 
this policy has severe limitations; im- 
port substitution industries usually do 
not generate the foreign exchange re- 
quired. Moreover, because they are 
protected from international competi- 
tion and because they often serve na- 
tional markets too small to realize full 
economies of scale, they tend to be in- 
efficient 

Recognizing these drawbacks, many 
developing countries now seek not only 
to expand their traditional exports— 
typically, unprocessed agricultural or 
mineral products—but also to use their 
abundant labor to produce manufac- 
tured goods for export to the developed 
countries 

The developing countries complain 
that their efforts to promote exports are 
inhibited by the trade practices of the 
developed countries. This is particu- 
larly true for processed or manufac- 
tured goods. They argue that: 


Tariffs on processed goods tend to 

be higher than on raw materials; 

—Products in which they have a 
comparative advantage are subject to 
restraints under safeguard actions or 
negotiated arrangements; 

—Developing countries. because of 
their economic weakness, should be en- 
titled to comprehensive preferential 
treatment that will help them develop 
their industrial capacity. 


The United States recognizes that if 
the developing countries are unable to 
expand exports, they will be unable to 
increase purchases from us and other 
developed countries. Consequently, 
trade liberalization benefits developed 
as well as developing nations. 

Developing countries face special 





Modern cotton pickers cut production costs, help 
cotton growers Compete with synthetic fibers in 
the world market 


problems in modernizing their 
economies and expanding and diver- 
sifying their exports: e.g., poor trans- 
portation networks, scarcity of man- 
agement personnel, and inadequate so- 
cial services. Preferences make sense if 
they help developing countries estab- 
lish efficient industries. But prefer- 
ences should not be so extensive as to 
encourage uncompetitive production or 
to give developing-country producers 
an unfair or permanent advantage over 
their developed-country counterparts. 
As their economies progress, develop- 
ing countries must gradually undertake 
the same trading obligations as de- 
veloped countries. 

In implementing these basic princi- 
ples, the United States and other de- 
veloped countries have instituted a 
temporary generalized system of pref- 
erences (GSP) for developing coun- 
tries. Under this scheme, with the ex- 
ception of a few of the previous year's 
imports which have exceeded certain 
limits, specific goods from designated 
developing countries enter the country 
duty free. The same products coming 
from developed countries are subject to 


the normal tariff. In 1977, about $3.9 
billion in imports from developing 
countries entered the United States 
duty free under GSP. Developed coun- 
tries also have agreed to negotiate other 
types of special treatment ‘or develop- 
ing countries in the MTN, subject to 
the principles described above. 

Over the longer term, negotiation of 
mutual concessions on tariff and non- 
tariff barriers on a most-favored-nation 
basis is likely to be of greater benefit to 
the developing countries than preferen- 
tial treatment. Since such concessions 
open markets to the most efficient pro- 
ducers, they promote efficient and in- 
novative production, the keys to de- 
velopment. Developing countries also 
benefit from reducing some of their 
own impor? restrictions which distort 
and hamper their economics. 

U.S. policy to provide improved ex- 
port opportunities to the developing 
countries must, of course, be balanced 
with an appropriate concern for the 
interests of domestic workers, produc- 
ers, and communities. For example, 
the developing countries want exemp- 
tion from safeguard actions which give 
temporary protection to domestic in- 
dustries injured by increased imports. 
This clearly is not possible because, 
left unchecked, sudden surges of im- 
ports could cause serious dislocations 
in the United States’ economy. In the 
case of textile imports, which represent 
a particularly difficult problem of ad- 
justment to the U.S. textile industry, 
the United States—with all other im- 
portant textile importing and exporting 
countries—negotiated ‘he Multi Fiber 
Agreement (MFA) to provide for an 
orderly growth of this trade without se- 
verely disrupting the economies of 
either importing or exporting countries. 
With regard to safeguard actions, the 
Trade Act of 1974 requires safeguard 
measures to be temporary and provides 
for adjustment assistance to help com- 
parties and workers keep pace with 
foreign competition or to move into 
other areas of production. 
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THE CASE FOR EXPANDED WORLD 
TRADE 


As world trade has grown by leaps and 
bounds since the late 1930's. national 
economies have become more de- 
pendent upon this flow of goods and 
services. A single country’s actions with 
regard to its main exports affect all 
countnes which receive the products 
and byproducts of its exports. Also af- 
fected are all the countries from which 
that Country imports raw materials 
goods. and services used in its exports 
As countries develop new exports. they 
create markets for materials with which 
to produce these new products. In turn 
the new markets stimulate economic 
activity as each additional country is af- 
fected. This activity results in higher 
standards of living as consumers have 
more disposable income and more 
products to use. Thus. steady growth of 
world trade is the strongest evidence in 
support of our major role in lowering 
trade barriers. Proponents of liberalized 
trade say that for our nation it means 
busy factories. more jobs. lower con- 
sumer prices. and higher incomes tor 
workers and management. And as the 
United States gains. so do our trading 
partners. Growth of world trade reduces 
international friction ana misun- 
derstanding. promotes effective use of 
human and material resources. and 
permits people to direct their energies 
to peaceful and rewarding pursuits 

Proponents of freer trade claim that 
curtailment of imports would adversely 
affect 


Consumers. By reducing the com 
petitive effect of imports. consumers 
would be hurt by rising prices and 
would have less freedom of choice 

Producers. Costs of primary and 
other materials needed by US. industry 
would rise, impairing our ability to com- 
pete in export markets. Similarly. higher 
costs for imported materials would ad- 
versely affect domestic sales: and 

Farmers. Costs of farm purchases 
would rise, while exports of farm prod- 
ucts would drop because of retaliatory 
quotas. Farm income would fall 


Moreover. departure from our liberal 


trade policy would adversely affect 


—QOur globai interests including co- 
operative relations with Western 
Europe, close ties with Japan, commit- 


ments to Latin America, and relations 


with developing countries. and 


Worker in deveicoing country 
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THE CASE FOR PROTECTIONISM 

Proponents for high protective tariffs 

ifgue that imports adversely affect U.S 
nt. domestic industnes. na- 


ecurity. and the balance of pay- 


} xamine the reasons. one point at a 


Employment. Do low wages 'n 


| yn countnes enGcanger workers 

bs in similar industnes in the United 
ytate 

An industry s ability to compete and 
provide employment to American work 


er jepends on many factors. One of 
those ts low wages. another is the cost 
of materials. machinery. and borrowing 
money. Other factors include technol- 
gy. labor productivity. management ef 
y and the capacity of the econ- 
my to provide alternative ibs when 
madividual inaustnes decline Record 
mgh imports were recorded in the late 
1990's when unemployment in the 


fi ery 


United States was very low. The signiti- 


ince of productivity ts illustrated ina 
Department of Labor study which found 
that important high-wage US. export 

dusines sucn as machinery aircraft 


ind chemicals —have higher-than- 


average productivity and compete eas- 


ily n world markets 





a competitor or customer for US workers? 


Competitive Threat to Indusiry. Are 
some U.S firms. workers. and indus- 
tries injured by increased imports? If 
so. what can be done? 

Typically. it is difficult to determine 
the impact of imports on particular firms 
or industnes and whether the difficulties 
encountered are produced Dy imports 
or by other contributing factors 

in the United States. tariff or quota re- 
hef is available to entire industries if 
they can prove serious injury resulting 
from imports. In addition. other types of 
relief are available to individual firms or 
groups of workers who Can make a 
case before the United States Interna- 
tionai Trade Commission. These include 
financial assistance. tax relief. and 
training and relocation allowances 

US. legislation authorizes retaliation 
against certain practices by foreign 
countries that we consider unfair. in- 
cluding government subsidies to expor- 
ters and unreasonable restrictions on 
imports in general. however. it would 
be far more advantageous to persuade 
those governments to rernove or modify 
those practices that make trade dif- 
ficult. rather than to retaliate. which is 
likely to lead to economic losses by 
both sides 

Threat to National Security. Na- 
tional self-sufficiency in war time is an 


-” 
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argument sometimes proferred by 
those seeking protection for domestic 
industry 

Trade restrictions required for na- 
tional security are permitted under 
GATT. US. laws provide methods for 
determining the necessity for special 
import protection when a sound case of 
national cefense is made. Those op- 
posed to new import quotas for specific 
defense-oriented products Say existing 
provisions have been adequate 

Balance of Payments. !n recen! 
years. total US. spending and lending 
abroad—including payment for imports 
‘ourist spending. orivate investments in 
foreign countnes, costs of maintaining 
armed forces abroad. and foreign aid 
programs—have been Greater than the 
flow of money and credit back to the 
United States. Sources of the flowback 
include receipts for our exports. returns 
on US. investments abroad. and 
foreign investment in this country. US 
exports and imports traditionally repre- 
sent the largest items in our balance of 
payments, and in most recent years im- 
ports exceeded exports 

Proponents of import restrictions oc- 
casionally suggest that if we limited imn- 
ports. our international balance would 
pe improved because we wouid be 
manufacturing more goods for the 
domestic market while keeping our 
money at home. However, limiting im- 
ports. especially of primary or inter- 
mediate goods. would deny us the most 
efficiently produced products and 
could have a depressing effect on eco- 
nomic activity Furthermore, trade is a 
two-way street. and retaliation Dy our 
trading partners might reduce US ex- 
ports by an equivalent or greater 
amount 

in fact, a GATT member cannot raise 
new trade barriers unless it reduces 
import barriers on other products of 
equivalent value. If it fails to make such 
concessions, other countries have the 
right to raise barriers against its ex- 
ports. Prime candidates for retaliation 
would be those products which con- 
tribute most heavily to the offending 
country s earnings or have greatest po- 
tential for growth 








DISCUSSION 





1. Some people say that increased 
imports have caused problems for our 
domestic industries and that we should 
limit imports by an extensive quota sys- 
iem. Is this an effective solution? If 
not, what steps can an industry itself 
take to improve its ability to compete 
with foreign imports? 

2. How can America, with nearly 
the highest wages in the world, sell 
goods in competition with similar 
products made in countries ‘vith cheap 
labor? If you think this places us in a 
difficult or impossible position, can 
you explain why we are the largest ex- 
porting nation in the world? 

3. We sell manufactured goods to 
other industrial countries and we buy 
manufactured goods from them; in 
other words, we seem to be taking in 
each other's laundry. Is there economic 
justification for this? Would it be better 
if Americans traded only with other 
Americans, Europeans with Europeans, 
Japanese with Japanese”? 

4. Are there valid reasons why we 
should buy television sets, cameras. 
motorcycles, and automobiles from 
Japan when we manufacture these 
items in the United States? If you were 
an American farmer and knew that the 
United States sells about $4 billion 
worth of farm products to Japan each 
year, would you give the same answer? 

5. Why should we encourage de- 
veloping countries to increase produc- 
tion and exports of manufactured prod- 
ucts? Doesn't this create competition 
for the output of our own factories? 
Weigh your answer against the desira- 
bility of (1) encouraging these coun- 
tries to take self-help steps toward eco- 





nomic development which will a!!ow 
them to import more goods from the 
rest of the world, including the United 
States. or (2) continuing indefinitely to 
aid them economically. 

6. Do we gain or lose by negotiating 
with other countries for mutual lower- 
ing of tariffs and other trade barriers? 
If each side makes concessions equal in 
value. does either side really gain? Do 
both? 

7. Would it be wise to limit our im- 
ports to items we cannot make. grow. 
or mine in this country—such as cof- 
fee. cocoa beans. natural rubber. and 
tin? Should we aliow imports of other 
items when our own production is not 
enough to satisfy our needs? Should we 
open the doors even wider and permit 
products to come in to compete with 
domestic goods? Why or why not? 

8. Inasmuch as foreign trade—both 
exports and imports—represents only 
14 percent of our gross national prod- 
uct (the total value of the product of all 
goods and services in this country). 
why is there so much concern in the 
United States about the question of 
trade liberalization or protectionism? 
Don't countries with a higher volume 
of foreign trade in relation to national 
wealth have more to gain or lose? 

9. As a manufacturer of airplanes. 
would you consider it a good policy to 
import airplane engines from England” 
Wing assemblies from Canada? Why or 
why not? 

10. Two great “common markets”: 
the United States with 220 million per- 
sons shipping domestic goods without 
tariff restrictions across the borders of 
50 States, and the European Common 
Market of 265 million persons in nine 
countries without internal trade restric- 
tions. Why isn't each of these groups 
satisfied to confine its trade within its 
boundaries? Have they anything to gain 
by irading with each other? 


il. If you were a farmer. would you 
support U.S. negotiations to open 
foreign markets for farm products. 
knowing the negotiation, would open 
these same markets to farmers in other 
parts of the world? If you had a large 
investment in modern farm machinery. 
would you want to compete with 
foreign counterparts using simpler— 
although antiquated—methods’ 

12. Many people argue that the 
American economy is being hurt by 
policies liberalizing world trade—that 
is. by lowering tariffs and other bar- 
riers to the free flow of goods. Do you 
think it is possible for the United States 
to promote world trade and at the same 
time maintain a sound economy at 
home? 

13. United States trade policy ts 
closely associated with our foreign pol- 
icy. Do you think the economic welfare 
of the American people should be given 
priority over the economic well-being 
of the rest of the world? Or are the two 
associated so closely that they cannot 
be separated? In this context. do you 
agree that both the United States and tts 
trading partners gain when world trade 
is developed on a basis of mutual coop- 
eration” 
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MTN: MULTILATERAL TRADE NEGOTIATIONS 





This Appendix originally was published as 
Current Policy 56 (Revised) in April 1979 
by the Bureau of Public Affairs. 


Current Status 


Trade negotiators, representing the 
major trading nations of the world, ac- 
counting for more than 90% of world 
trade, on April 12, 1979, agreed upon 
the “final substantive results” of the 
Tokyo Round of international trade 
talks in Geneva, Switzerland. 


This round of multilateral trade nego- 
tiations (MTN), the seventh since World 
War Il, is the most comprehensive and 
far reaching since establishment of 

the international General Agreement on 
Tariffs and Trade (GATT) in 1947. For 
the first time, agreements have been 
concluded which deal with a broad 
range of so<alled nontariff obstacles 

to trade —that is, such national gov- 
ernment policies and practices as ex- 
port subsidies, government purchasing 
requirements, import quotas and li- 
censing procedures, product standard- 
setting, and customs valuation methods. 


These government interventions in the 
international commercial marketplace, 
whether or not designed for trade ad- 
vantage, have displaced tariffs as the 
major distortion. 


Further, agreements have been negotia- 
ted governing international trade in 
civil aircraft, steel, beef and dairy 
products, and modernizing GATT rules 
with respect to antidumping, dispute 
settlement, and the rights and obli- 
gations of developing countries. 


The purpose of these nontariff agree- 
ments or “codes of conduct” is to 
establish clearer, firmer, and more 
equitable nontariff measures and to 
set forth international procedures 
for resolving trade grievance ac- 
tions against such measures. The 
objective, as stated by partici- 

pants in the Tokyo Round, is to 
make international commerce fairer 
as well as more accessible for all. 


In addition to the nontariff meas- 
ure codes, tariff reductions averag- 
ing about 33% on an aggregate basis 
of total trade between the partici- 
pating nations also were approved on 
April 12 in Geneva. These duty re- 
ductions will be phased in over a 
period of 8-10 years. It should be 
noted that a period of 60 days has 
been allowed for participants’ new 
tariff schedules to be verified and 
certified, including any necessary 
technical “balancing” of conces- 
sions to achieve overall reciprocity. 


Of particuiar note is the fact that 

the Tokyo Round agreements—both 
tariff and nontariff—apply to trade in 
agricultural and other primary products, 
as well as to industrial manufactured 


and processed goods. 


Two other nontariff measure codes. 
covering temporary relief measures or 
“safeguards” against injurious imports 
under Article XIX of the GATT (known 
as the “escape clause” in the United 
States) and redress against the practice 
of international trade in commercially 
counterfeited goods (fake brand-name 
products), also have deen under inten- 
sive negotiation in the Tokyo Round but 
were not completed in time for the April 
12 announcement. It is anticipated that 
these two codes may still be completed 
and included in the package of agree- 
ments to be implemented by the signa- 
tory nations. 





Copies of the texts of the nontariff meas- 
ures codes agreed to in Geneva are avail- 
able upon request. Copies of the revised 
tariff schedules will be available after 
they are verified and certified. 


Approval Process 


The package of tariff and nontariff trade 
agreements approved by the trade nego- 
tiators in Geneva is on an ad referendum 
basis. The agreements now must be ap- 
proved finally by the national govern- 
ments of the signatory or participating 
nations or, in the case of the nine- 
nation European Economic Community 
(EEC), by the EEC Council of Ministers 
as provided by the treaty of Rome 
which established the European Com- 
mon Market. 





In the case of the United States, this 
approval process was spelled out in detail 
in the Trade Act of 1974, which author- 
ized U.S. participation in the Tokyo 
Round. 


The Trade Act continued the delegation 
of tariff negotiating authority from the 
Congress to the President, as has been 

the practice since the first reciprocal 
trade agreements program in 1934. Thus, 
formal congressional approval of the 
tariff reductions is not required, al- 
:hough they will be examined in the con- 
text of the overall results of the nego- 
tiations. 


Nontariff agreements, however, must be 
implemented by the Congress under an 
expedited legislative process. This 
process involves the submission of 
legislation approving the agreements 
and making “necessary or appropriate” 
changes in domestic law to implement 
them. 














As required by the Trade Act, the Presi- 
dent notified the Congress on January 4, 
1979, of his intention to enter into such 
agreements, together with a summary de- 
scription of each. This notification and 
description was published in the Feder- 
al Register of January 8, 1979. 


Since January , the Administration has 
been working closely with the congres- 
sional committees of jurisdiction to de- 
velop an implementing bill. The commit- 
tees of primary jurisdiction—Senate Fi- 
nance and House Ways and Means—have 
held executive sessions to review and 
contribute to the Administration’s pro- 
posals for such legislation, joined by 
other committees of jurisdiction or 
interest. 


Now that the statutory requirement of 3 
calendar months between Presidential 
notification to Congress and formal 
“entry into” the agreements in Geneva 
on April 12 has been met, a final im- 
plementing bill will be introduced as 
soon as consultations are completed 
with the appropriate congressional 
committees next month. 


Between now and the introduction of a 
final implementing bill, the Administra- 
tion will: 


e Complete consultatior - with interest- 
ed Members of Congress to develop final 
domestic U.S. legislation to implement 
the agreements: 


e Continue to seek and consider the ad- 
vice and reports on the agreements of 

a network of the private sector advisory 
committees that were set up under the 
Trade Act, representing all elements of 
national economic interest , including 
industry , agriculture, labor, and the 
public at large. Sectoral balance of the 
agreements and their effects on the 


U.S. economy must be assessed in 
these reports, also required by law; 


e Check and verify the detailed sched- 
ules of tariff concessions exchanged in 
Geneva; 


e Continue seeking international reso- 
lution of remaining outstanding issues 
in the safeguards and anticounterfeiting 
codes; and 


e Complete bilateral! tariff negotiations 
with some developing countries. 


After the final implementing bill is in- 

troduced in Congress, each house has 60 
legislative or working days (both Houses 
in session) in which to enact it—45 days 


in committee(s) and 15 days on the floor. 


It is expected that the House will initi- 
ate the process, with Senate action fol- 
lowing a final vote in the House. The 
maximum total elapsed period of time is 
to be no more than 90 legislative days, 
or about 4-5 months. However, a final 
vote in both Houses could occur much 
sooner. 


The Senate and House parliamentary 
rules for this process are spelled out in 
the Trade Act. They call for automatic 
discharge of the implernenting bill from 
committee(s) and limitations on debate, 
and they preclude any amendments or 
parliamentary maneuvers to delay con- 
sideration. These rules provide maxi- 
mum assurance that the implementing 
bill will be brought to a straight up~r- 
down vote by a simple majority of 
those present anc voting within the 
time limits stipulated. 


Significance of the Agreements 


Foreign trade has grown more than ten- 
fold in the past 30 years; one-sixth of 
everything that is grown or manufactured 
in the world, and in the United States, 
is traded internationally , totaling a 
current $1.3 trillion annually. This 
growth in trade has been of substantial 
economic benefit to the United States, 
as well zs to all trading partners in 

an increasingly interdependent world 
economy. Trade means jobs, economic 
growth, and consumer savings. 


A principal objective of the Tokyo 
Round of trade negotiations has been 
to modernize the international trading 
system to meet not only a heavier vol- 
ume of trade but changing world eco- 
nomic and market conditions. The 
United States will benefit from more 
equitable treatment for exports in for- 
eign markets and from new measures 
for dealing with unfair trade practices 
by governments. 


While these MTN agreements would 
produce positive results, the conse- 
quences of their failure of approval are 
potentially grave. Growing protectionist 
reactions in the United States and 
abroad might well re-create some of the 
factors that touched off the Great De- 
pression of the 1930's. 


Summary of MTN Results 


The results of the MTN are broad in 
scope —including five major codes of con- 
duct; balanced concessions in tariffs. 
increased market access and new rules 
for agricultural trade; modernization of 
the trading system; and sectoral arrange- 
ments in steel, civil aircraft, and 
agricultural trade. 
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Nontariff Codes 


The keystones of the Tokyo Round are 
the new nontariff measure codes of 
conduct, which will bring the practices 
of governments more into line with 
openness of public procedures, public 
access to information about govern- 
mental actions, and due process for the 
resolution of disputes. These new non- 
tariff measure agreements provide spe- 
cifically the following. 


e The code on subsidies and counter- 
vailing duties promises new internation- 
al discipline, for the first time under 
the GATT, over agricultural as well as 
industrial subsidies and over domestic 
subsidies that distort historic trade 
patterns, as well as oarring the use of 
direct export subsidies. 


¢ The code on government procure- 
ment could open up as much as $20 


billion a year in foreign government pur- 


chasing markets now closed to U.S. ex- 
ports, while at the same time preserving 
U.S. preferences for defense, small and 
minority business contract set-asides, 
and purchases from countries such as 
Japan which have not agreed to open 
their markets to the extent of other na- 
tions adopting the code. 


e The standards code would assure that 
Other countries move tcw: 7 system 
of openness in drafting pr... stan- 


dard-setting procedures and would re- 
duce their use as hidden nontariff bar- 
riers to trade through general guidelines 
and effective international enforcement 
procedures. 





e The code on import licensing would 
reduce this frequent bar to exports, par- 
ticularly in developing countries. 


e The customs valuation code would 
bring greater uniformity to the basis on 
which all imports are assessed while as- 
suring that changes from current US. 
valuation methods with respect to 
American selling price (ASP) and wine/ 
gallon-proof/gallon would not seriously 
impact U.S. producers of benzenoid 
chemicals, rubber footwear, or distilled 
spirits. 


¢ The aircraft agreement establishes an 
international framework governing con- 
duct of trade in civil aircraft, promising 
new opportunities in this important ex- 
port sector. 


« The agreement on steel should help 
resolve, through international coopera- 
tion, some of the structural problems 
that disadvantage the industry. 


e A general agreement on agriculture 
will apply existing GATT procedures 
more equitably to agricultural trade, 
providing exporters with a better forum 
for dispute » ‘tlement. Arrangements 
covering meat and dairy trade would 
bring more stability to these important 
export markets, at the same time pre- 
serving vital domestic beef and cheese 
markets. 


Tariff Concessions 


Agriculture would benefit significantly 
from tariff agreements, which would 
open up new markets for agricultural 
exports. For example, foreign conces- 
sions that have been negotiated wouid 
offer increased export opportunities for 
the following: 


e Agricultural products exports to 
Europe, Japan, Canada, and some less- 
developed countries (LDC’s); 


e Meat exports, including beef and 
poultry, to Europe, Japan, Canada, and 
some LDC’s; 


e Tobacco exports to Europe, Canada, 
and Australia; 


e Fruit exports to Europe, Japan, and 
some LDC’s; 


e Vegetable exports to Europe, Japan, 
and some LDC’s; 


e Wine exports to Japan and Canada; 


¢ Oilseed exports to Europe, Japan, 
Canada, and some LDC’s; and 


» Nut exports to Europe, Japan, and 
some LDC’s. 


The MTN agreements would also result 
in industrial tariff cuts averaging around 
33% spread over an 8-10-year phase-in 
period. While these tariff cuts are some- 
what less important than the agreements 
on nontariff barriers and on agricul- 
tural trade, they would, nevertheless, 
contribute to a more equitable trading 
relationship with major trading partners. 














28 





The tariff concessions that have been 
negotiated would: 


e Reduce tariff disparities with Canada 
in export-oriented industries such as 
paper, computers, photographic equip- 
ment, and aerospace equipment; 


e Eliminate overall tariff disparity on 
dutiable trade with Japan from 4.3 
points (U.S. 6.8%, Japan 11.5%) to 

0.6 points the other way (U.S. 4.6%, 
Japan 4.0%). If duty-free as well as 
dutiable trade is accounted, Japan will 
have a 2.4% lower average tariff than the 
United States (U.S. 4.6%, Japan 2.2%); 


e Substantially reduce Japanese tari ‘fs 
on computers, color film, paper, and 
semiconductors; 


e Decrease the level of preference in- 
herent in the growing free trade area in 
Europe through substantial reduction 
of European duties; and 


e Reduce the adverse trade impact of 
Canada’s machinery program and made/ 
not made in Canada provisions, which 
can lead to substantial increases in ap- 
plied Canadian tariffs on short notice. 


Summary 


The Tokyo Round of MTN has taken 
more than 4 years to complete since the 
beginning of the actual negotiations in 
February 1975, following enactment of 
the U.S. Trade Act. It was even longer 
in the planning and discussion stage, 
going back to the ministerial trade con- 
ference in Tokyo of September 1973 
(which gave the current round its name) 
and even the international Smithsonian 
agreements of 1971, which called for a 
new round of world trade talks. 


This round has involved more nations 
(99) and more vital trade issues than 
any in history. 


Its success or failure is now up to the 
governments of the industrialized and 
developing countries—north and south, 
east and west—which have participated 


in it. Its final result is expected to shape 


the direction of world trade for at least 
a decade to come. 


The Tckyo Round has not solved all 
the world trade problems in an increas- 
ingly interdependent, yet ever more 





competitive, world economy. It 

has been negotiated against a back- 
drop of international economic 
turmoil—energy shortages, sluggish 
economic growth, inflation, unemploy- 
ment, and resulting increased pressures 
for trade protectionism. 


But despite-—-or perhaps because of —the 
obstacles, the Tokyo Round has pro- 
duced a new and significant set of world 
trade guidelines, continuing a 40-year 
thrust toward economic expansion and 
growth but adding new disciplines de- 
signed to keep world commerce fair as 
well as free. 


Its adoption or rejection in the months 
ahead represents a major political, as 
well as ecenomic, policy choice for the 
trading nations of the world. 








GLOSSARY: WORDS AND 
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Adjustment assistance: The Trade Act 
of 1974 recognizes that tariff conces- 
sions resulting in increased imports 
may Cause serious injury to some U.S. 
workers and firms. In such cases, ad- 
justment assistance may be provided 
under Title Il to workers, firms, com- 
munities, or entire industries. The gov- 
ernment may provide retraining and re- 
location programs, technical assistance 
to the industry, loans to firms, eco- 
nomic planning grants to communities, 
and income to affected workers during 
the period of dislocation. 


Ad valorem duties: Tariff duties cal- 
culated on the basis of the value of 
goods, e.g.. 15 percent of the value (15 
percent ad valorem). (Duties levied on 
the basis of some physical unit, so 
many cents a pound or bushel or yard. 
ure called specific duties.) 


American selling price (ASP): System 
under which the tariff rate on imported 
goods. principally benzenoid chemi- 
cals, is based on the price of the com- 
petitively produced U.S. product rather 
than on the actual import price. Foreign 
exporters and American importers are 
especially critical of this form of non- 
tariff barrier, claiming it causes uncer- 
tainty at the time of shipment as to 
what the tariffs will be and creates an 
artificially high level of protection. A 
conditional agreement was reached dur- 
ing the Kennedy Round between the 
United States and the EEC countries, 
and Switzerland to eliminate the ASP 
system in return for tariff concessions 
and liberalization of some nontariff 
barriers, but Congress did not approve 
the agreement. 


Antidumping regulations: ‘“*‘Dump- 
ing’ means selling for export at prices 
lower than those in the exporter’s own 
domestic market. The U.S. Antidump- 
ing Act of 1921 provides that if a 
foreign exporter sells to the United 
States at prices “‘less than the fair 
value.’ thereby injuring American in- 
dustry, antidumping duties shall be 
levied on the goods concerned. These 
duties make up the difference between 
the exporter’s price and the foreign 


market value. An international an- 
tidumping code was negotiated during 
the Kennedy Round. The United States 
has not adhered to the code. 


Balance of payments: The U.S. 
balance-of-payments record shows all 
financial transactions—private and 
government—between the United 
States and the rest of the world. It cov- 
ers receipts from foreign countries on 
one side and payments to them on the 
other. The difference represents the 
balance of payments. On the plus side 
are export sales; money spent by 
foreign tourists; payments to the United 
States for insurance, transportation, 
and similar services; payments of divi- 
dends and interest on investments 
abroad; returns of capital invested 
abroad; new foreign investments in the 
United States; and foreign government 
payments to the United States. On the 
minus side are the cost of goods im- 
ported, spending by tourists overseas, 
new overseas investments, and the cost 
of foreign military and economic aid. 


Balance-of-payments deficit: A 
balance-of-payments deficit occurs 
when international payments are 
greater than receipts. It can be elimi- 
nated by (1) increasing a country’s in- 
ternational receipts (e.g., more exports 
or more tourists from abroad) or (2) re- 
ducing expenditures in other countries. 


Balance of trade: The relationship be- 
tween imports and exports. It is only 
one aspect of the balance of payments. 
We have had a surplus of exports over 
imports almost every year since 1874. 
In 1977, however, U.S. exports totaled 
$120.2 billion and imports $146.8 bil- 
lion, a trade deficit of about $26.6 bil- 
lion. 


Bilateral: *‘Two-party”’ or **two- 
country,”” as in a bilateral trade agree- 
ment between the United States and 
one other country. 


Commodity: The unprocessed products 
of mining and agriculture, e.g., coffee 
beans, but not the coffee in the can; 
wheat, but not flour. An exception is 
sugar, which is considered a commod- 
ity although ii is shipped after process- 
ing. 


Commodity agreements: International 
agreements which attempt to coordinate 
the actions of major producers and con- 
sumers of specific primary com- 
modities (agricultural and mineral) in 
order to alleviate large price fluctua- 
tions. This may involve agreements to 
accumulate stockpiles in times of high 
production and low prices and to draw 
upon those stockpiles when production 
declines and prices increase. In this 
way, commodity producers’ foreign 
exchange earnings, which are vital for 
their development, and the quantity and 
price of goods available to consumers 
will be more stable from year to year. 


Common market: The United States, 
with 220 million people enjoying free 
trade among the 50 States, is the free 
world’s second largest common mar- 
ket. The European Common Market, a 
popular term for the European Eco- 
nomic Community, is the largest with 
265 million people. 


Countervailing duty: A charge placed 
on imports to counteract the subsidies 

granted to exporters, such as dumping 

and subsidies. 


Current Account: The part of the 
overall balance of payments which rec- 
ords short-term transactions (trade, 
tourism, services, dividends, interest), 
while excluding long-term transactions 
(investment, loans, government 
grants). 


Dumping: See ‘Antidumping regula- 
tions.”” 


Duty: Special tax applied to imported 
goods, based on tariff rates and sched- 
ules. 


EEC or EC (European Economic 
Community): Regional economic 
grouping of nine European states— 
France, the Federal Republic of Ger- 
many, Italy, Belgium, the Netherlands, 
Luxembourg, the United Kingdom, Ire- 
land, and Denmark—popularly called 
the European Common Market. It was 
established in 1958 by the first six of 
the above-listed countries to unify the 
economies of its member states over a 

















12 to 15-vear period. In addition to 
eliminating customs duties and other 
trade barriers among its members and 
establishing a common outside tariff, 
the EEC provides for free movement of 
labor and capital, a common agricul- 
tural policy, and other integrating 
measures. By July 1, 1968, customs 
duties among the six members had end- 
ed. In 1973, three new members were 
added—the United Kingdom, Ireland, 
and Denmark. Another three—Greece, 
Portugal, and Spain—now have applied 
for membership. 


EFTA (European Free Trade Associ- 
ation): Regional trade grouping, essen- 
tially a free-trade area, of six European 
countries—Austria. Iceland, Norway, 
Portugal, Sweden, and Switzerland. 
Finland is an associate member. Estab- 
lished in 1960, it provided for gradual 
elimination of customs duties (achieved 
January |, 1967) and other trade bar- 
riers among its members. which origi- 
nally included Denmark and the United 
Kingdom as well as the countries listed 
above. Unlike the EEC, EFTA mem- 
bers retain their individual tariffs 
against outside countries. 


Exports: Products shipped to foreign 
countries. 


Export subsidies: Special incentives, 
including direct payments to exporters, 
to encourage increased foreign sales. 


Foreign Exchange: Money of a 
foreign country. U.S. transactions 
abroad require the currency of the 
country in which the transaction takes 
place. When other countries transact 
business in the United States, they re- 
quire U.S. currency which, to them, 
is foreign exchange. 


GATT (General Agreement on 
Tariffs and Trade): Multilateral 
agreement, originally negotiated at 
Geneva in 1947 among 23 countries in- 
cluding the United States, for the re- 
duction of tariffs and other trade bar- 
riers. As of June 1, 1977, 83 nations 
were members. GATT operates by 


three fundamental principles: (1) trade 
shall be conducted on a nondis- 
criminatory basis; (2) protection shall 
be afforded domestic industries through 
the customs tariff, not through such 
commercial measures as import quotas; 
and (3) consultation shall be the pri- 
mary method used to solve global trade 
problems. Under GATT, seven rounds 
of intergovernmental tariff negotiations 
have taken place, including the current 
‘*Tokyo Round” or MTN (see below) 
being held in Geneva. 


GSP (Generalized System of Prefer- 
ences): System under which developed 
countries give lower tariff rates to spec- 
ified imports from developing 
countries—subject to some 
restrictions—than to the same imports 
from developed countries. The U.S. 
GSP gives eligible products (currently 
nearly 2,800 items) duty-free treat- 
ment. When a particular product from a 
beneficiary country accounts for more 
than 50 percent of U.S. imports of that 
item, or for more than a certain dollar 
amount ($33.4 million in 1977), in the 
following year that product from that 
country is subject to the normal tariff 
rate. The U.S. system, authorized by 
Title V of the Trade Act of 1974, ex- 
pires in January 1985. 


Hawley-Smoot Tariff: Tariff law of 
1930 which established the highest 
tariff duties in U.S. history, an average 
of 50 percent of the value of dutiable 
imports. 


Import quota: Government measure 
limiting total volume or total value of 
particular goods imported into a coun- 
try during a specified period. Import 
quotas frequently are implemented by 
import licenses issued by governments 
to individual importers to permit them 
to import a specified quantity or value 
of a restricted product. 


Imports: Products brought into a coun- 
try from abroad. 


Internal tariffs: Term applied to 
tariffs between members of regional 
trade groupings such as EEC and 


EFTA. These two organizations have 
eliminated internal tariffs. 


Kennedy Round: Name applied to 
sixth series of tariff negotiations 
(Geneva, 1964-67) under GATT. 
Named in honcr of the late President 
John F. Kennedy, during whose admin- 
istration Congress passed the Trade 
Expansion Act of 1962. 


Most-favored-nation (MFN): Refers 
to agreements between countries to ex- 
tend to each other the same trading 
privileges, including tariff concessions. 
they extend to any other country: that 
is, they will treat each other as their 
**most favored nation. * 


Multilateral agreement: An agree- 
ment among many countries. GATT is 
an example. 


MTN: Multilateral trade 

ne gotiations—the current round of 
trade negotiations being held in 
Geneva. Also known as the Tokyo 
Round because it was agreed upon at a 
meeting of foreign ministers in Tokyo 
in August 1973. This is the most com- 
prehensive round to date, including 
tariffs, nontariff barriers, and reform of 
GATT. 


Nontariff barriers: Term applied to 
government restrictions. other than 
tariffs, which distort the flow of inter- 
national trade. All countries impose 
some nontariff barriers. Among them 
are restrictions on the quality of goods 
that may enter a country, sanitary and 
health requirements, methods of clas- 
sifying and placing values on imports. 
antidumping regulations, border taxes 
and domestic subsidies. Nontariff bar- 
riers tend to gain importance as import 
duties are lowered. Some of these bar- 
riers are illegal under GATT, others are 
not. The United States has initiated an 
international study of the effect of non- 
tariff barriers on world trade and has 
begun action in GATT and other inter- 
national organizations to deal with 
some of them. 

















31 





Orderly Marketing Agreement 
(OMA): An arrangement negotiated 
with a foreign country, under Section 
203 of the Trade Act of 1974, to limit 
the export from that country and the 
import into the United States of articles 
which have been determined to have 
caused or threatened injury to U.S. 
production under the provisions of 
Section 201 of that Act. 


Protectionism: Refers to attempts to 
‘“protect’’ domestic products or indus- 
tries from foreign competition by im- 
posing quotas or tariffs on imports so 
that the domestic product is more 
favorably priced than the imported 
item. Tariff schedules imposed to pro- 
tect domestic industry ere called **pro- 
tective tariffs,”* e.g., the Hawley- 
Smoot Tariff of 1930. 


Reciprocal trade agreements: In 
American practice these are agreements 
concluded with one or more foreign 
countries under which U.S. tariffs or 
other trade barriers are reduced in re- 
turn for reductions of foreign barriers 
against American goods. 


Retaliation: Action taken by a country 
against another because of the imposi- 


tion of tariffs or other trade barriers. 
Retaliation can take a number of forms 
including imposition of higher tariffs, 
import restrictions, or withdrawal of 
trade concessions previously agreed to. 
According to GATT, restrictive action 
by one country legally entitles the ag- 
grieved party to compensatory action. 


Safeguards: Temporary emergency ac- 
tions, such as import quotas or higher 
tariffs, designed to protect industries 
that are suddenly threatened by a large 
volume of imports. 


Tariff: Schedule, system, or scheme of 
duties imposed by a government on 
imported or exported goods; the rate or 
rates of duty imposed in a tariff. 


Trade Act of 1974: The current legal 
authority under which the United States 
(a) participates in the MTN; (b) takes 
measures to protect American indus- 
tries hit by heavy imports or unfair 
trade practices of other nations; (c) 
provides adjustment assistance to in- 
dustries that do not receive protection; 
(d) provides special tariff treatment for 
certain imports from developing coun- 
tries; and (e) regulates U.S. trade with 
Communist countries 
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